Abstract. The nature of business incubators and their historical development in the world
Introduction
Business support instruments are mainly adjusted to the specifics of a particular region, though the basic principles are the same. Mostly, the support instruments are applied in the form of a state aid to enhance employment, exports, tax revenues, and overall development. One of the most common business support instruments is business incubators, which are primarily established to support new enterprises from their foundation until stabilization and ability to develop independently (Markus, 2010) . The origins of business incubators in Latvia are quite recent, as it is in other Eastern and Central European countries, where the economies have relatively recently transferred to the conditions of market economy.
The insufficient number of viable, competitive, and economically active enterprises that enhance economic growth and provide a sufficient number of jobs could be marked as the main reason for establishing business incubators. In addition, Latvia is characterized by an uneven distribution of the economic activity on a regional basis. However, facilitating the establishment of the startup businesses seems to be an insufficient measure to guarantee sustainable development; to ensure increase in competitiveness, so that the newly established companies are viable. To help the new companies develop effectively, increase sales and, consequently, improve the well-being of the state, the Latvian Investment and Development Agency (hereinafter -LIAA) launched the activity "Business incubators" co-funded by the European Regional Development Fund (hereinafter -ERDF) in 2009. Basically, business incubators (hereinafter -BI) are structural units established to enhance the national and regional economic and social development.
The study aims to explore and analyse the implementation and performance of the LIAA's activity "Business incubators" in Latvia.
The object of the research is the business incubators and their development possibilities. The following methods have been used in the research:
1. Monographic or descriptive method to characterise the nature of BI, the LIAA's activity "Business incubators" co-funded by ERDF, and the BI future development perspectives in Latvia; 2. The method of statistical analysis to describe and analyse the process and the results of the LIAA's activity "Business incubators" during the period 2009-2013.
Economic interpretation of the concept of business incubators
The formal concept of a BI originated in 1959, when Joseph Mancuso opened the industrial centre in Batavia, New York. The founder of the first incubator created a new structure under the circumstances of the post-war economy, when many manufacturing companies were closed, the economic restructuring had to take place, and unemployment increased. In the 1980s, the concept of BI was developed emphasizing the fact that the structures were established for a successful business start-up and initial development phase (Abeltina, 2008) .
The researchers emphasize that insufficient business performance and development depend basically on a company's manager, his/her knowledge and abilities. Many businesses fail because they have a weak management with minor knowledge (Jennings et al., 1997) . In research, the economists (Stonehous et al., 2007) point out that the company's competitiveness is one of the most important factors affecting the SMEs performance and growth. Experience of economic development worldwide has demonstrated that competitiveness is affected by many different factors. In the economic theory, the capital investments and infrastructure had been considered as key factors. In Conference. Volume IV, May 27 th -28 th , 2016. 215-224 217 latter stages, the economists believed that redirecting the resources to the "right" sectors and the "right" companies in the particular sector was the most important challenge. By development of the economic science, the researchers broadened the range of issues under consideration by a number of factors: human and social capital, progress of technologies and innovation, business relationship with environment, character of demand, diversification of products and markets, etc. Nowadays, the economists and entrepreneurs, altogether, support the opinion that all the factors affecting competitiveness are interrelated and, therefore, shall be evaluated in the overall context. The companies and the countries that have resources to achieve the necessary level of productivity have a competitive advantage (Kassalis, 2010) . Lack of the resources impedes the innovation in the small and medium-sized companies; in addition, SMEs face a number of obstacles and more extensive uncertainty than the large enterprises. The research data point out that the level of innovation in SMEs depends on the company's financial and human resources (Wang et al., 1993) . Whereas, Todtling and Kaufman (2001) indicate that these problems can be solved by integration of enterprises in networks, innovation systems, and by reliance on the external partners. In many SMEs, insufficient attention is paid to the staff training; some experts believe that the government should be involved in their education. The researchers have pointed out that the innovation raises the competitiveness, increases the number of jobs, and makes the region wealthier (McDonald et al., 2007) .
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The main function of a business incubator is to enhance the establishment of new companies offering up-to-date information on legislation and other topics, consulting on marketing, management, financial management, accounting, and other issues important for the entrepreneur's activity. For many years, the incubators have been joined into the networks. The networks are used to share the experiences and the best-practice examples, thus promoting new methods. In Europe, there is a well-established network -European Business Centre -which links together more than 250 business and innovation centres across Europe (Join us, 2015) . In total, there are more than 9000 continuously operating incubators in the world. In Latvia, the BIs represent a relatively new instrument introduced by the assistance of the Ministry of Economics in 2007.
Characteristics, results, and analysis of activity "Business incubators"
implemented by the LIAA In Latvia, the activity "Business incubators" (the amendment of the Program "Entrepreneurship and Innovation", Priority 2.3. "Improvement of Business Activity and Competitiveness", Measure 2.3.2. "Business Infrastructure and Improvements to Equipment", Activity 2.3.2.1. "Business incubators" of the programming period 2007-2013) was launched in two stages. The first stage took place from 2009 to summer 2014. In 2014, the new transition period tender for the BI operators was announced; the winners of the tender were able to provide the incubation services until 31 October 2015 (Initial Evaluation by the Ministry of Economics, 2015) with extension until 31 December 2015, thus ensuring the continuity of the business incubation services for the new entrepreneurs. In 2009, the contracts with the business incubator operators were signed at different times; hence, the duration of the contracts varied and, in 2014, provision of the incubation services was interrupted at different time of the year from April to October. Since in all cases, the services were provided for less than a year, the evaluation does not include assessment of the entrepreneurs' 2014 annual reports. In 2015, the contracts were signed at different times; hence the evaluation does not include assessment of the businesses incubated in 2015, because at the time the evaluation was carried out, some of the BI still worked implementing the contracts (Initial Evaluation by the Ministry of Economics, 2015) .
According to the legislation of the Republic of Latvia, the activity "Business incubators" was introduced with the aim to promote establishment and development of new, viable, and competitive businesses in Latvia's regions, providing them with the necessary business environment and advisory services. The implementation of the activity was focused on the resolving of challenges of the unbalanced market development by stimulating the increase of number of enterprises and business activities in Latvia's regions. It should be noted that the legislation reflected certain restriction which defined that the aid was not provided for the entrepreneurs of Riga city, Riga district, and Jurmala city. The most economically effective BI service providers were selected in accordance with the Public Procurement procedure -altogether 8 BI operators in Latvia.
The activity of BI in Latvia began its growth after the government allocated funds to support the BI -2.28 million EUR in 2007 and the same amount in 2008. In 2007, 11 innovation centres and the BI projects received support of the Ministry of Economics (Markus, 2010) . In order to enhance establishment and development of micro, small and medium-sized businesses, since 2009, the LIAA has implemented the project "Development of Business Incubators in Latvia" co-funded by ERDF. The total available public funds for the activity was 28.74 million EUR, including the 24.43 million EUR (85%) funding by the ERDF and 34.31 million EUR (15%) by the state budget. Support for the new businesses was allocated to last until 31 October 2014.
The data (Table 1) show that all the available funding was divided proportionally among the planning regions, providing 20% of the total amount to each planning region. Whereas, 10% of the available funding was allocated to the Riga planning region, except Riga city, Jurmala city, and Riga district, and
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th -28 th , 2016. 215-224 219 10% -to the creative industries BI in Riga. Assessing the share of the funding per inhabitant of the region, it is evident that, in the regions with less population, the funding is consequently bigger. The least amount of funding per inhabitant was received by the Latgale Planning Region -17.80 EUR per inhabitant, which is 1.44 times less than the funding per inhabitant received by the Vidzeme Planning Region. The authors' opinion is that the public funding was divided incorrectly by allocating the same amount of funding to all regions, regardless of the peculiarities and specific factors, such as the number of population in the region, unemployment rate, economic growth, business activity, availability of infrastructure, the number of students, and other, which certainly differ in each region. *Due to the specific information, it is not possible to identify and calculate the number of population and the funding per inhabitant at the territory of Riga Planning Region and the territory of the creative industries BI.
Within the activity, until 31 December 2013, 493 companies had been exincubated. During this period of time, the Ministry of Economics discovered the tendency pointing out the increasing number of liquidated companies and companies under the insolvency procedures. Evaluating the enterprises from the moment the financial aid was received, it was identified that the funding had provided the necessary impetus to launch the economic activity.
Only enterprises that had submitted the annual report were evaluated as the operating enterprises. There is a detectable trend (See: Figure 1 ) that the public support allows 90% of companies to start up the economic activities and provides them an opportunity to stabilize in the business environment for the first two years, whereas the number of companies that are able to withstand the competition tends to decrease in the fourth year of operation. According to the
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Initial Evaluation by the Ministry of Economics (2015), only 17% of the enterprises continued their economic activities five years after the moment the public support had been received. The number of employees of a company is one of the activity indicators to receive de minimis aid. Five years after the public support had been received, the economic activities were carried out by those companies that were able to grow, to find customers for the services/products, and to win the market share. The increased number of employees is also an evidence for the development of these companies (Figure 2 ). 
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th -28 th , 2016. 215-224 221 Data (Figure 2 ) suggest that, in the first year of development, the number of employees is 2.5 persons in average, whereas after five years the average number of employees increases to 4.2. That has to be assessed as a positive result, since of the number of jobs has increased. The total number of the enterprises in the BI since the start of operations has reached 958 entrepreneurs (unprocessed data of the period 2014-2015 is not taken into account). Within all the period of BI operation, the largest number of businesses is marked in Kurzeme and Vidzeme planning regions. Each territory that is overseen by a particular BI operator has its own distinctiveness that influences both the number of companies at the BI, and business activity in general. These factors are, for instance, the proximity of universities and higher education establishments, industry traditions, infrastructure, geographic location, mentality of population. Assessment of the turnover and export indicators show the best statistics in Kurzeme and Zemgale regions, where, while funding the enterprises, a substantial emphasis was placed on the companies' ability to export their products and, thus, to expand their activities, to raise product awareness, to increase production volumes. Accordingly, these regions have also the best collected taxes indicators that correlate with the turnover values.
Opportunities for business incubators in Latvia in programming period 2014 -2020
In the programming period 2007-2013, the incubators provided incubation services, administered granting the public support, and performed administrative functions. At the event "Regional business incubators and creative industries incubator" of the programming period 2014-2020, the LIAA took over the state aid functions. Further on, services to the incubated companies will be provided by the economic operators, including existing BI operators. The project applicant is the LIAA which, in accordance with a function specified in the regulations (to enhance establishment and development of businesses), will provide support to the enterprises and will promote regional cooperation. As a beneficiary, the LIAA with the local governments, businesses organizations, and regional universities will agree on the specific settings for the incubation support.
The support programme is envisaged to support all phases of incubation. The incubation support includes three phases:
• Pre-incubation -for individuals, newly-established businesses; • Incubation support -for start-up entrepreneurs; • After-incubation -for sustainable businesses that need business development, international cooperation, networking. In order to enhance the impact of the measures of the programming period 2014-2020, there has been set a criterion, stipulating that the municipalities and BI have to establish a required relationship between the BI enterprise and the municipality. It can be specified by the municipality stating that all or part of BI enterprises have to perform their economic activities in the region, or they have to be legally registered in the region, or have any other agreed relationship with the region. This is a positive condition, which could enhance the selfemployment potential in the region, create new jobs, and boost regional development. Consequently, the local self-governments are more interested in supporting entrepreneurship and implementation of its objectives in particular areas.
Achievement of certain indicators is possible in the regions and the countries with well-developed business experience. Analysing the results of the previous period, it can be concluded that the entrepreneurs had difficulties to maintain stable development indicators and to avoid the liquidation proceedings. In the next programming period, taking into account the experience obtained in the planning regions of Latvia, it would be useful to identify and to assess not only quantitative indicators, but also to evaluate each company's ability to provide and develop the following:
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• to increase the number of employees, including the number of employees in the newly established enterprises; • to provide a minimum salary and increase an average one; • to increase turnover, export capacity, and profit; • to consider taxability and increase volume of paid taxes (Initial Evaluation by the Ministry of Economics, 2015). In the programming period 2014-2020, the support is focused on providing pre-incubation and incubation services for the entrepreneurs; though the biggest problem of the start-ups is the ability to raise funds for business or idea development. In addition to the necessary financial support, the new businesses need a competent consultative support. Taking into account the previous experience, the use of funding would be much more valuable if the emphasis was placed on creation of innovative products with added value rather than on the increase of the number of enterprises.
Conclusions
The business incubators (BI) are a relatively new instrument in Latvia that was launched in 2007 by implementing programmes for the development of innovation centres and business incubators. The insufficient number of viable, competitive and economically active enterprises that enhance the economic growth and provide a sufficient number of jobs could be mentioned as the main reason for establishing business incubators.
Currently, the BIs represent a kind of support to the entrepreneurs both in starting up business, expanding the company's operations, implementing innovation, and in commercializing innovation in the market. The main functions of BI are to enhance the establishment of new companies, offering the up-to-date information on legislation and other topics, consulting on marketing, management, financial management, accounting, and other issues important for the entrepreneur's activity.
In the previous programming period, the public funding was distributed equally among all planning regions, regardless of their peculiarities and specific factors, such as the number of population, the rate of unemployment, level of economic growth, business activity in general, accessibility of infrastructure, cooperation with universities, etc. The results of the programme implementation have pointed out significant differences between the regions. The best growth potential was demonstrated by the regions, where the incubated businesses had been selected evaluating their capacity for the export and possibilities to increase turnover. In the new programming period, it is envisaged to establish a stronger link between the local self-governments and business incubators. That should be evaluated as a positive aspect which would allow enhancing the self-224 employment potential, creating new jobs, and developing business environment in the region. The use of the funding would be more effective if the emphasis was placed on the support to the companies which are able to create and develop innovative products with high added value rather than focusing on increasing the number of the companies which can sometimes be observed in practice.
